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Wild Horse Resources Ltd. 


PRESIDENT’S LETTER TO SHAREHOLDERS 


We are 
presently 
INA 
position 

to take 
Wild Horse 
Wendel 

next stage 
of growth. 


1997 will be remembered by Wild Horse 
management and its shareholders as a year 
of challenges. After acquiring 100% interest 
in the Medianera Oil Concession in the 
Province of Rio Negro, Argentina in 1996, 
management had laid the groundwork to 
fully exploit the potential of this asset 
starting in 1997. 


The company completed a detailed 
technical review of all facets of the property 
including a full evaluation of all old well 
files as well as the reprocessing and 
reinterpreting of 96 km. of seismic. Well 
data from immediately adjacent fields was 


acquired and interpreted. These fields have 
produced 108 million bbls. from several 
zones which are slightly below our 


producing formations. Wild Horse believes 
these similar zones will De capable or 
production on our block. Our technical 
people have prepared comprehensive 
geological reports on both the bypassed 
and deeper potential productive zones. 


During the year two new wells were drilled 
on the Concession, one of wileheis 
producing (2001). The second well (2002) 
will be tested in 1998. 


Wild Horse Resources Argentina S.A. 
completed a farmout agreement with 
Arcan Energy S.A., Argentina, a subsidiary 
of Neuquina Resources Ltd. of Calgary, with 
eily etfective date of July 15, 1997 By 
spending approximately $5 million 


Canadian, Arcan Energy S.A. will earn a 
50% 
Management of Arcan has considerable 


interest in, tne “Goneessian. 
expertise operating internationally and 
adds a new dimension to our Argentina 
operations. 


A recompletion program has been started 
by Arcan with positive results. The first well 
has a single producing zone producing at 
60 bopd. A second zone tested at 50 bopd 
will be put on stream when mechanically 
feasible. 


We are presently in a position to take Wild 
Horse to the next stage of growth. Our 
1998 work program calls for the re-entry 
of 12 wells in order to bring these back 
into production. When this has been 
achieved the company should enjoy a 
much improved cash flow position and 
added value for our shareholders. 
Management concluded that shareholders’ 
interests would be best served by focussing 
on the companys oil and gas assets, and 
as a result Wild Horse dropped its option 
on Mechanic Settlement in New Brunswick. 


Yours sincerely, 


6s 


Paul G. Jeffrey 
President and CEO 


MANAGEMENT REPORT | 


The accompanying consolidated financial statements and all information in this annual 
report are the responsibility of management. The financial statements have been prepared 
in accordance with generally accepted accounting principles. Other financial information 
appearing throughout the report is presented on a basis consistent with the financial 
Statements. 


Management has established procedures and systems of internal control designed to 
provide reasonable assurance that assets are safeguarded and that reliable financial 
information is produced in a timely manner. 


The financial statements have been examined by external auditors who were appointed 
by the Company’ shareholders and whose report is set forth below. The Audit Committee 
of the Board of Directors has reviewed these financial statements with management and 
the external auditors. The financial statements have been approved by the Board of 
Directors on the recommendation of the Audit Committee. 


ee 


Paul Gretirey, President’and C.E.O. 


AUDITORS’ REPORT 


To the Shareholders: 


We have audited the consolidated balance sheets of Wild Horse Resources Ltd. as at 
December 31, 1997 and 1996 and the consolidated statements of operations and deficit 
and changes in financial position for the years then ended. These financial statements 
are the responsibility of the Companys management. Our responsibility is to express an 
opinion on these financial statements based on our audits. 


We conducted our audits in accordance with generally accepted auditing standards. 
Those standards require that we plan and perform an audit to obtain reasonable assur- 
ance whether the financial statements are free of material misstatement. An audit in- 
cludes examining, on a test basis, evidence supporting the amounts and disclosures in 
the financial statements. An audit also includes assessing the accounting principles used 
and significant estimates made by management, as well as evaluating the overall finan- 
cial statement presentation. 


IN our opinion, these consolidated financial statements present fairly, in all material re- 
spects, the financial position of the Company as at December 31, 1997 and 1996 and 
the results of its operations and the changes in its financial position for the years then 
ended in accordance with generally accepted accounting principles. 


(S10 phar 4 


Chartered Accountants 
Calgary, Alberta 
Miata (1.33, 99K 


Wild Horse Resources Ltd. 


CONSOLIDATED BALANCE SHEETS 


As AT DECEMBER 31 1997 1996 
ASSETS 
Current 
Cash $ 15,855 § 1,881,548 
Accounts receivable (Note 12(c)) 372,921 43,208 
Prepaids and inventory of crude oil 75,958 = 
464,734 IZA SG 
Property, plant and equipment (Note 3) 
Oil and gas 2,996,484 1026494 
Mining = 804722 
Other 3,642 BO 
3,000,126 1 334/648 
$3,464,860 $3,259,464 
LIABILITIES AND SHAREHOLDERS’ EQuitTy 
Current 
Accounts payable $ 162,856 e298 202 
Due to a director, non-interest bearing 
and due on demand 84,000 
Notes payable (Note 4) 100,000 = 
Convertible debentures (Note 5) = 475,000 
346,856 113, 202 
Shareholders’ equity 
Share capital (Note 6(b)) 4,051,690 LpbZ6,795 
Special warrants (Note 6(c)) = lL; dO 55D 
4,051,690 29 \ Pe230 
Deficit (933,686) (426,288) 
3,118,004 ZOD Oe 
$3,464,860 $3,259,464 


Approved on behalf of the Board: 


Director 
ee 
a va Director 


The accompanying notes are an integral part of these financial statements. 


CONSOLIDATED STATEMENTS OF 


OPERATIONS AND DEFICIT 


FOR THE YEARS ENDED DeceEMBER 3 | 1997 L796 
Expenses 

Interest on convertible debenture $ = S D, 309 

Professional fees ya ae oY AOE. 

Travel and promotion 17,503 22 ge, 

Office 65,687 BY 73. 

Shareholder reporting 26,346 res 7 

Amortization 813 856 

187,901 [27076 

Loss before other items (187,901) (127,076) 
Other items 

Interest 13,407 72203 

Sundry 11,613 = 
Loss before discontinued operations (162,881) (119783) 
Discontinued operations 

Mining property abandoned (344,517) = 
Net loss for the year (507,398) (149,873) 
Deficit, beginning of year (426,288) (206745) 
Deficit, end of year $ (933,686) § (426,288) 
Loss per share before discontinued operations $ (0.01) S (0.02) 
Loss per share for discontinued operations (0.03) — 
Loss per share $ (0.04) S (0.02 


The accompanying notes are an integral part of these financial statements. 
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Wild Horse Resources Ltd. 


CONSOLIDATED STATEMENTS OF 


CHANGES IN FINANCIAL POSITION 


FOR THE YEARS ENDED DECEMBER 3 | 1997 1996 
Cash provided by (used in) 
Operating activities 
Net loss for the year from continuing operations $ (162,881) Seon) 
Amortization 813 856 
Changes in non-cash working capital (457,257) Vasey eed 
(619,325) Is3.214 
Net loss for the year from discontinued operations (344,517) = 
Abandonment of property 344,517 - 
Total operating activities (619,325) 133,314 
Financing activities 
Net proceeds on issuance of share capital 267,790 636,250 
Net proceeds on issuance of special warrants 871,650 heasponG 2%) 
Shares issued upon acquisition of Wild Horse 
Resources Argentina Sociedad Anonima = 253,000 
Notes payable 100,000 _ 
Proceeds on issuance (repayment) of 
2% debenture (475,000) 500,000 
764,440 3, ies 
Investing activities — continuing operations 
Acquisition of Wild Horse Resources 
Argentina Sociedad Anonima = (440,000) 
Oil and gas assets (1,969,990) (586,494) 
Other assets (1,029) (i995) 
(1,971,019) (O26 469) 
Investing activities — discontinued operations 
Mining property, net (39,789) (S50) 30) 
Increase (decrease) in cash, continuing operations (1,825,904) 2 pd DBO 
Decrease in cash, discontinued operations (39,789) (550,138) 
Increase (decrease) in cash during the year (1,865,693) [PILI O2 
Cash, beginning of year 1,881,548 lo Zallao 
Cash, end of year $ 15,855 $1,881,548 


The accompanying notes are an integral part of these financial statements. 


NOTES TO CONSOLIDATED 


FINANCIAL STATEMENTS 


December 31, 1997 ano 1996 


1. Operations 


During 1997 the Company abandoned all activities on the exploration of mineral properties in Canada 
and forfeited its claim to all mineral rights on its mineral property. The main activity the Company is 
involved in is the continued exploration and development of its oil and gas interests in Argentina. 


Up to December 31, 1997 the Company has not received any significant revenue from the sale of oil 
and gas resources. Accordingly, throughout the period of these financial statements, the costs net of 
related revenues for the Companys major project, have been considered as costs related to new cost 
centers in the development and pre-production stage and have been capitalized accordingly. 


The recoverability of amounts shown for petroleum and gas properties is dependent upon the discovery 
of economically recoverable reserves, continued confirmation of the Company’ interest in the underlying 
concessions, the ability of the Company and its joint venture partners to obtain the necessary financing 
to complete the development, and future profitable production or proceeds from the disposition of oil 
and gas properties. 


Summary of Significant Accounting Policies 


(a) Principles of consolidation 


The consolidated financial statements include the accounts of the Company and its wholly-owned 
subsidiary Wild Horse Resources Argentina Sociedad Anonima, a company which was incorporated 
pursuant to the laws of the Republic of Argentina on April 8, 1996. 


(b) Inventories 


Inventories of petroleum products are valued at the lower of cost and net realizable value. 
Inventories of operating supplies and raw materials are valued at the lower of cost and net realizable 
value. 


(c) Oil and gas exploration and development expenditures 


The Company follows the full cost method of accounting whereby all costs related to the exploration 
for and development of oil and gas reserves are initially capitalized. Costs capitalized include land 
acquisition costs, geological and geophysical expenditures, costs of drilling productive and non- 
productive wells, together with overhead and interest directly related to exploration and 
development activities and lease and well equipment. All overhead, net of related revenues 
earned has been capitalized as the property is in the pre-production stage. Gains or losses are not 
recognized upon disposition of oil and natural gas properties unless such a disposition would 


Significantly alter the rate of depletion and amortization. 


Upon commencement of commercial production, costs capitalized will be depleted and amortized 
using the unit-of -production method based upon gross proven oil and gas reserves as determined 
by independent engineers. For purposes of the calculation, oil and gas reserves are converted to 
a common unit of measure on the basis of their relative energy content. Oilfield equipment will 
be amortized in the accounts based on the expected useful life. 


Costs subject to depletion under the full cost method also include estimated future removal and 
site restoration costs. This would include the cost of production equipment removal and 
environmental cleanup based upon regulations and economic circumstances at year end. 


Once commercial production is achieved, the Company performs a ceiling test which restricts the 
capital costs less accumulated depletion and depreciation from exceeding an amount equal to the 
estimated undiscounted value of future net revenues from proven oil and gas reserves, based on 
current prices and costs, and after deducting estimated future general and administrative expenses, 
estimated future removal and site restoration costs, financing costs and income taxes. No ceiling 
test calculation has been performed as the costs incurred to date have been deferred as a major 
development project in the pre-production phase. The costs deferred do not necessarily reflect 
present or future values. 


The Company’ oil and gas exploration activities are conducted jointly with others. These financial 
statements reflect only the Company's proportionate interest in such activities. 


Wild Horse Resources Ltd. 


Wild Horse Resources Ltd. 


NOTES TO CONSOLIDATED 


FINANCIAL STATEMENTS 


DecemMBerR 31, 1997 AND 1996 


(d) Mineral exploration and development costs 


All mineral exploration and mine development costs had been capitalized as incurred. It was 
intended that these expenditures be amortized over the life of the estimated ore reserves on a unit 
of production basis. As all mining properties were abandoned in 1997, the related expenditures 
have been charged to income. 


(e) Other assets 


Other assets include office furniture and equipment, which are amortized using the declining 
balance method at an annual rate of 20%. 


(f) Elow-through shares 


Share capital includes flow-through shares issued pursuant to certain provisions of the Income Tax 
Act (Canada). The Act provides that, where the share issuance proceeds are used for exploration, 
development and land expenditures, the related income tax deductions may be renounced to 
subscribers. Accordingly, these expenditures provide no income tax deduction to the Company. 


Resource properties and share capital are reduced by the estimated cost of the renounced tax 
deductions when the expenditures are incurred. 


(g) Eoreign currency translation 


Foreign currency accounts of the Company and its foreign subsidiary are translated at the exchange 
rate prevailing at the balance sheet date for monetary items and at the transaction date for non- 
monetary items. Revenues and expenses, except depletion and amortization, are translated at 
average exchange rates for the year. Depletion and amortization are translated at the same rate 
as the related assets. Gains or losses on translation are expensed except for those relating to long- 
term monetary items which are deferred and amortized over the remaining terms of the related 
items. 


(h) loncome (loss) per share 


Income (loss) per share has been calculated based on the weighted average number of Class A 
Shares and Special Warrants outstanding during the year of 11,661,681 (1996 —5,616,193). The 
exercise of stock options would not be dilutive. 


(i) Einancial instruments 


The Company’ financial instruments consist of cash, accounts receivable, prepaid expenses, 
accounts payable, notes payable and convertible debentures. Unless otherwise indicated, it is 
managements opinion that the Company is not exposed to significant interest, currency or credit 
risks arising from these financial instruments. The fair values of the financial instruments approximate 
their carrying values unless otherwise noted. 


3. Property, Plant and Equipment 


1997 1996 
Accumulated 
Amortization Net Net 
and Book Book 
Cost Adbandonment Value Value 


Provision 


Petroleum and natural gas properties, 

including exploration and development 

thereon — Major development project, 

Argentina (1) $2,996,484 $ — $2,996,484 $1,026,494 
Mineral exploration properties, 

including exploration thereon 

— Canada (2) 344,517 (344,517) = 304,728 
Other 7,070 (3,428) 3,642 3,426 


$3,348,071 $ (347,945) $3,000,126 $1,334,648 


NOTES TO CONSOLIDATED 
FINANCIAL STATEMENTS 


December 31, 1997 ano 1996 


(1) During the year, the Company capitalized approximately $397,000 (1996-§ 152,000) of general 
and administrative costs directly related to its Argentinean operations. 


On September 3, 1997, the Company entered into a farm-out agreement with Arcan Energy SA 
(“Arcan’). Under the terms of the agreement, Arcan has agreed to spend US $3.6 million to earn 
a 50% participating interest in the Medianera concession. If Arcan has not fulfilled its spending 
commitment by September 1999, it has the option of paying the residual unexpended amount to 
the Company to retain its 50% interest. If not, Arcans interest will be reduced in proportion to the 
actual amount expended, divided by the committed expenditure of US $3.6 million. 


(2) During the year the Company abandoned all activities on the exploration of mineral properties in 
Canada. The option agreement was subsequently terminated on January 6, 1998. All mineral 
exploration and mine development costs incurred prior to abandonment were charged to income 
as disclosed in Note 2(d). 


Notes Payable 


The Company has notes payable outstanding to certain directors and/or to persons related to them in 
the amount of $100,000. The notes require interest payable at an annualized rate of 9.5% and are 
due on demand. 


Convertible Debt 


In 1996 the Company issued a $500,000, 2% convertible debenture, of which $Nil remains outstanding 
at December 31, 1997 (1996 - $475,000). The convertible debenture remaining at December 31, 
1996 of $475,000 was converted into 1,583,334 Class “A” Common Shares at a conversion price of 
$0.30 per share. 


Share Capital 


(a) Authorized 
An unlimited number of Class A Shares having one vote per share. 
An unlimited number of Class B non-voting shares. 
An unlimited number of Class C preferred shares. 


(b) Issued 
Class A Common shares 1997 IVE 
Number of Number of 
Shares Amount Shares Amount 
Balance, beginning of year 8,023,333 $1,126,795 4,070)000° $ 457,955 
Issued on conversion of 
2% debentures 1,583,334 475,000 Bs}, 333 2S OOO 


Issued for the acquisition of shares 

of Wild Horse Argentina 

Sociedad Anonima () - = 2,300,000 253,000 
Issued on conversion of special 

warrants, net of issue costs 


of $342,895 3,000,000 2,657,105 
Issued for cash (flow though shares) = = |, Z000oe 300,000 
Issued for cash (flow though shares) = = 325,000 325,000 
Tax effect of flow through amounts 

renounced to subscribers - - = (216,400) 
Penalty shares issued (!!) 165,000 = = = 
Issued under a stock option agreement 

to directors and consultants 25,000 6,250 45,000 ipZ50 
Total issued 12,796,667 4,265,150 8,023,333 1,155,805 
Less: cost of issuance = (213,460) ~ (29,010) 


12,796,667 $4,051,690 8,023,333 $1,126,795 


[i) 2,070,000 of the shares issued aré subject to the terms of a performance escrow based on the future 
cash flows from the property purchased in Argentina. 


{ii) Issued to arms length purchasers as per indenture. 


Wild Horse Resources Ltd. 


Wild Horse Resources Ltd. 


NOTES TO CONSOLIDATED 


FINANCIAL STATEMENTS 


DecemBer 31, 1997 AND 1996 


(c) Special warrants 


During the year, the special warrant financing underway at December 31, 1996 was completed 
for additional gross proceeds of $968,500, net of related issue costs (inclusive of agents commissions 
equal to 10% of gross proceeds) of $96,850, netting the Company a total of $871,650. All of the 
special warrants were converted to Class A common shares during the year. 


(d) Stock options and warrants 


The Company has granted certain consultants, directors and certain shareholders the option to 
purchase up to 804,500 Class “A” Common Shares. The options are exercisable as follows: 


Number Exercise Price Per Share Expiry Date 
325,000 SiaeezD August 19, 1998 
154,500 ZA September 572200) 
120,000 PAS) May 13, 2001 
100,000 | 23) February 3, 2002 
55,000 1.06 January 22, 2002 
50,000 balls) March 26, 2002 


In addition, the Company has agreed to grant to the agent of the Special Warrant financing (Note 
6(c)) options equal to 15% of the special warrants sold. At December 31, 1997 450,000 (1996 - 
304,725) options were outstanding in this regard. The options entitle the agent to acquire each 
common share at an exercise price of $1.00 per share and expire 18 months from the date of 
receipt of the qualifying prospectus. 


Income Taxes 

For income tax purposes, subject to confirmation by Canadian tax authorities, the Company has 
approximately the following non-capital losses available for carry forward to reduce future years’ 
taxable income. These losses expire as follows: 


2001 $ 23,000 
2002 42,000 
2003 89,000 
2004 171,000 
2005 289,000 


The income tax provision differs from the calculated tax obtained by applying the combined Canadian 
federal and provincial tax rate to earnings. These differences are accounted for as follows: 


1997 1996 

Loss before income taxes from continuing operations $ 162,881 § 114,484 
Corporate tax rate 44.6% 44.6% 
Calculated income tax provision (recovery) (72,645) (51,060) 
Decrease (increase) in tax resulting from: 

Non-deductible specified promotion (1,210) (1,450) 

Unrecorded loss carryovers 73,855 SZ oO 
Income tax provision $ = S = 


In addition, the Company has capital cost pools, oil and gas pools and deferred financing cost pools of 
approximately $446,000 to deduct against future taxable income. The tax pools do not include any 
pools that may be available to the Company with regard to the Argentina cost center as the amount of 
these have not been determined. 


Business Acquisitions 


In 1996, the Company purchased all of the issued and outstanding shares of Wild Horse Resources 
Argentina Sociedad Anonima, for $187,000 ($US135,000) cash and 2.3 million shares of the Company 
valued at $.11 per share for an aggregate consideration of $440,000. 
The acquisition was accounted for using the purchase method and is summarized below: 
Assets Acquired - oil and gas properties - Argentina S$ 187,000 
Cost of acquisition (440,000) 


Purchase price discrepancy, allocated to oil and gas interests Sipzos 000 


Wild Horse Resources Ltd. 


NOTES TO CONSOLIDATED 


FINANCIAL STATEMENTS 


December 31, 1997 AND 1996 


9. Segmented Information 


Industry Segments: 

In 1996, the Company operated in two industry segments. One involved activities in the oil and gas 
exploration, development and production field and the other was mineral exploration. All of the 
Companys revenues, expenses and operating losses were related to its oil and gas activities. During 
1997, the mineral exploration property was abandoned and $344,517 of capitalized costs related to 
this segment were expensed. The remaining loss from continuing operations is related to the oil and 
gas operations. 


Geographic Segments: 


1997 1996 


Income (loss) before income taxes 
Canada $ (507,398) § (119,873) 
Argentina 


$ (507,398) 5 (119,873) 


Identifiable assets 


Canada $ = § 304,728 
Argentina 3,435,503 1,026,494 
Corporate 29,357 | Q243, 237 


$3,464,860 $3,259,464 


10.Commitment 


During the year, the Company guaranteed approximately CDN$1,400,000 (USS 1,000,000) to the 
National Executive Power of the Argentine Republic, through the Secretariat of Energy and Ports of the 
Ministry of Economy and Public Works Services. The guarantee Is for the full technical, economic and 
financial support of Wild Horse Resources Argentina Sociedad Anonima to comply with hydrocarbon 
exploitation and exploration laws. 


11.Related Party Transactions 


(a) Included in share issue costs is $169,263 of reimbursements to certain directors for certain expenses 
incurred in relation to the issuance of special warrants (Note 6(c}). 

(b) Included in interest expense is $2,368 related to the notes payable in Note 4. Of this amount, 
$806 remains outstanding and is included in trade accounts payable. 


12. Financial Instruments 


As disclosed in Note 2(i), the company holds various forms of financial instruments. The nature of 
these instruments and the Company’ operations expose the Company to foreign currency risk, interest 
rate risk and industry credit risk. The Company manages its exposure to these risks by operating ina 
manner that minimizes its exposure to the extent practical. 


(a) Interest rate risk management 


The Company has fixed rate debt that is due on demand and as a result is exposed to interest rate 
cash flow risk. 


(b) Foreign currency rate risk management 
The Company’ operations are located outside of Canada and, accordingly, the related financial 
assets and liabilities are subject to fluctuations in exchange rates. The Company does not have 
exposure to any highly inflationary currencies. 
The Company manages its exposure to foreign currency fluctuations by maintaining foreign currency 
bank accounts and receivables to offset foreign currency payables and planned expenditures and 
denominating contracts outside of Canada in US dollars. 


Wild Horse Resources Ltd. 


NOTES TO CONSOLIDATED 


FINANCIAL STATEMENTS 


DECEMBER 31, 1997 AND 1996 


(c) 


Fair market value 

The carrying values of cash, receivables, prepaids and inventories, and payables approximate their 
fair values. 

Included in trade receivable is approximately $335,000 of VAT taxes recoverable in Argentina. The 
timing of collecting these taxes is to be determined by the Company level of profitability achieved 
by the Argentinean operators. It is managements estimate that these operations will achieve 
levels of profitability in 1998 that will enable realization of these amounts within the next operating 
year. 


Credit risk 


A significant portion of the Company’ trade accounts receivable arise from the Argentinean 
operations, and as such the Company is exposed to all the risks associated with the oil and gas 
industry and other business risks in Argentina. 
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